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Equipment/Asset Make-Ready TxDOT Internal Audit Division - Limited Scope

Executive Summary

Objective

To determine if fleet purchases (i.e., passenger vehicles and heavy equipment) are effectively being
assessed through TxDOT inspections for TxDOT requirements prior to being sent into the field.

Overall Engagement Assessment - X
Priority 1 Priority 2 Priority 3 Priority 4

Control mechanisms are not designed or operating to optimize program efficiency and effectiveness.
Programmatic improvements can be achieved by addressing control deficiencies identified.
Improvements to address deficiencies include redesign, execution, and performance measurement.

Summary Results

Management concurs with the below findings and prepared management action plans to address
deficiencies.

Finding 1: Asset Inspection and Make-Ready Documentation
Operating

Effectiveness
Payments for assets were made without acceptance documentation provided or substantiated. In addition,
make-ready work orders were not always supported with documentation identifying the root-causing delays.

Control Design X X Division | Fleet Operations Division (FOD) | District No

Pre-Acceptance and Quality Assurance Coordinator (QAC) Inspections

= 27 of 80 (34%) assets did not have documentation of the QAC inspection results.

= 18 of 80 (23%) assets did not have acceptance inspection documentation that supported all
specifications on the purchase orders (PO) were received.

Make-Ready Work Orders
= 20 of 70 (29%) assets that exceeded the target for number of days for the make-ready process did not
have documentation in Fleet Management System that explained the reason(s) for the delay.

Pre-Delivery Inspections
= 10 of 42 (24%) assets (excluding heavy equipment) had no documentation that could be provided.
- For twenty-three assets with documentation provided, it was unclear if results were provided to
the vendor for corrective action.

(Impact): While items were received, a total of $197K from the $9.5 million (2%) in costs paid for the 80
assets tested did not have documented evidence that all purchased options were received. In addition, any
deficiencies identified may not be corrected if results are not communicated.
Finding 2: Make-Ready Process Delays and Metric Inaccuracies

Operating
Effectiveness
The Fleet Operations Division has experienced delays for placing completed assets in-service as a result of
not tracking all metrics within the Make-Ready & Acquisitions dashboard. Additionally, the Make-Ready &
Acquisitions dashboard contained inaccurate data (i.e., negative days for the make-ready process).

Control Design X X Division Fleet Operations Division (FOD) | District No

Completed Asset Validations
Metric: Number of Days to Accept an Asset
= 629 of 2,261 (28%) completed assets did not meet the 5-day metric for acceptance of the asset
(days ranged from 6 to 372 days).
- 441 completed assets did not meet the combined established target completions of
acceptance and make-ready activities to place the asset in-service.
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Metric: Completed Assets
= 70 of 2,261 (3%) completed assets had negative make-ready activity days (i.e., in-service dates
preceded the acceptance dates of the assets).

Assets in Make-Ready Status Validation
Metric: Units in Make-Ready
= 10 of 37 (27%) assets in make-ready work order status had data inaccuracies when reviewed to
determine reasons for the extended time in that status.

Acceptance Data Validation
= 17 of 75 (23%) completed assets accepted between September 1, 2020 and March 7, 2022 had an

acceptance date in the Fleet Purchasing System that did not match supporting documentation when
compared.

(Impact): Without tracking all established metrics or having data inaccuracies in the Make-Ready &
Acquisitions dashboard and Fleet Management System impacts business decisions involving vendors utilized
and allocation of resources. Follow-up with FOD, did not note any such impacts.

Audit testing completed not resulting in management action plans.

Scope Area 1: Fleet Equipment/Asset Acceptance

= Based on availability of new asset deliveries, auditors observed the proper acceptance for three assets
in three districts according to the FOD Acceptance/Make-Ready standard operating procedures (SOP).

= Observed FOD performing pre-delivery inspections at one vendor for 17 assets to evaluate
documentation and communication of pre-delivery deficiencies.

Scope Area 2: Fleet Equipment/Asset Make-Ready

= All 80 judgmentally selected assets had make-ready work orders in the Fleet Management System to
document the make-ready activities.

= Security control to prohibit editing of Vehicle Identification Numbers (VIN)/serial numbers was
enhanced, and auditors validated Equipment Supervisors edit access.

Control Environment

FOD manages the receipting and accepting of purchased assets (people movers and heavy
equipment), as well as upfitting those assets for specialty and safety additions as demonstrated in
the chart below.

Asset Acceptance and Make Ready Process

Pre-Delivery Pre-Acceptance Make Ready QAC Asset Placed
Inspection Inspection Work Orders . Inspection In-service
= Inspection of = Inspection of asset = FOD Equipment = Final inspection = Asset is ready for
purchased asset upon delivery to the Shop completes of new asset to employee use.
at the vendor district by FOD up-fitting and validate safety
prior to delivery Equipment additions of elements are in
to the district. Supervisors, prompts safety elements. place prior to in-
asset acceptance service.

and payment.

FOD utilizes the Fleet Purchasing System to track asset purchase, receipt, and acceptance, and the
Fleet Management System to track the make-ready activities. Work orders are created in the Fleet
Management System for the make-ready or upfitting process completed by the FOD equipment
shops in each district. To monitor this activity, FOD established performance targets, by equipment
type, for the number of days an asset is in the make-ready process (asset acceptance date to in-
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service date). FOD performance metrics are reported through an online Make-Ready & Acquisitions
dashboard available to all TXDOT employees.

Background

Asset acceptance and make-ready is the process of accepting new on-road and off-road vehicles and
equipment into TxDOT inventory. The make-ready activities include performing services or additions
to ensure that the assets meet TxDOT requirements prior to being put in-service.

The make-ready activities can include adding items such as safety lighting, Global Positioning
System (GPS), first-aid Kits, fire extinguishers, registration plates, decals, and fuel cards. Other
special or upfitting items can include additional spotlights, welders, and air compressors, grill
guards, ladder racks and additional steps or hand holds. In 2016, FOD began utilizing vendors for
some of the make-ready activities such as adding lightbars, decals, striping, and toolboxes.

Equipment such as dump trucks and herbicide trucks require two stages for completion (i.e., chassis
and body). The truck chassis are ordered from vendors and then delivered to either the Texas
Correctional Industries (TCI) (dump trucks) or the FOD production shop (herbicide trucks), who builds
the remaining truck body. By legislation, dump truck bodies are specifically required to be built by
TCI.

FOD includes 29 fleet repair and maintenance shops across the state, as well as a production shop
that manufactures TxDOT-specific equipment and parts that can be used for the make-ready
activities for purchased assets. FOD accepted, made-ready, and placed in-service 540 new assets
from September 1, 2020 to March 7, 2022.

Best Practice

FOD established a process in September 2020 to complete inspections of vehicles at the vendor so
any deficiencies can be addressed prior to delivery to the TxDOT location. A group of trained FOD
staff inspects vehicles at the vendor/dealer and notifies the FOD Acquisitions Manager and
Equipment Supervisor of any deficiencies identified so vendor corrective action can be taken and
verified by FOD equipment shops upon asset delivery.
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Detailed Audit Report

Scope and Methodology

The audit was conducted during the period from March 1, 2022 to May 6, 2022. Testing focused on
the acceptance and make-ready activities in 10 districts (Abilene, Atlanta, Austin, Beaumont, Bryan,
Fort Worth, Lubbock, San Antonio, Wichita Falls, and Yoakum) including 80 new assets that were
accepted and placed in active service between September 1, 2020 and March 7, 2022.

Scope Area 1: Fleet Equipment/Asset Acceptance

Evaluated acceptance documentation and observed the acceptance process to determine if fleet purchases
met purchase specifications, as well as safety standards prior to acceptance and were accurately reflected
in the Fleet Management System.
= Reviewed state criteria including the Texas State Vehicle Fleet Management Plan and Texas
Government Code Title 7, Sections 501.034 Issuance of Title to Government Agency; as well as TxDOT
criteria including Asset Acceptance/Make Ready Standard Operating Procedure (SOP).
= Conducted interviews with key FOD personnel including the Director, Deputy Director, Acquisitions
Manager, Operations Section Director, Support Services Manager, Asset Project Manager, Fleet
Manager, System Administrator, and Equipment Supervisors in the ten districts tested.
= Assessed the reliability of Fleet Purchasing System and Fleet Management data by comparison of key
asset identifiers and verification with supporting documentation. Additionally, determined if data was
sufficiently reliable for the purposes of establishing the population of new assets accepted and placed
in-service.
= Judgmentally selected ten districts to test assets based on average number of days from acceptance to
in-service and a mixture of metro, urban, and rural districts.
- Judgmentally selected 80 assets that were accepted and placed in-service between September
1, 2020, and March 7, 2022, based on number of days between acceptance and being placed
in-service, as well as the type of asset (vehicles and heavy equipment).

e Reviewed acceptance documentation accuracy in the Fleet Management System to
determine if the assets met purchase specifications and safety standards prior to
acceptance.

o Reviewed pre-delivery inspections for 42 of 80 assets (excludes heavy equipment) to
determine if results were communicated to the vendor and district to ensure corrective
actions were verified.

= Based on equipment delivery schedule, observed pre-delivery inspections performed at one vendor to
determine the documentation and communication process followed.

=  Observed the acceptance process for three new assets (two dump trucks and one excavator) to
determine if the process met procedure guidance.

= Analyzed the Make-Ready & Acquisitions Dashboard (data from May 2018 to April 2022) to evaluate the
goals measured and accuracy of the data.

Scope Area 2: Fleet Equipment/Asset Make-Ready

To validate the make-ready process ensures fleet assets to meet TxDOT requirements and the same assets

are timely placed into active service.

= Reviewed state criteria including Texas Government Code Title 7, Section 721.002 Inscription Required
on State-Owned Motor Vehicles.

= Interviewed Equipment Supervisors in the 10 districts sampled to determine causes for delays in the
make-ready activities for the judgmental sample of 80 new assets.

= For the 80 new assets, reviewed the make-ready work orders in the Fleet Management System to
determine if delays in the make-ready activities occurred and if reasons for those delays were
documented. Determined if a final QAC inspection was performed prior to placing the asset in-service.

= \Verified the Fleet Management System security controls limit edit access to an asset Vehicle
Identification Numbers (VIN) or serial numbers.
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| Detailed Audit Findings and Management Action Plans (MAPs) |

Finding No. 1: Asset Inspection and Make-Ready Documentation

Condition

Payments for assets were made without acceptance documentation provided or substantiated. In
addition, make-ready work orders were not always supported with documentation identifying the
root-causing delays.

Effect/Potential Impact
While items were received, a total of $197K from the $9.5 million (2%) in costs paid for the 80
assets tested did not have documented evidence that all purchased options were received.

Without communication of results to the vendor, it is possible that the deficiencies identified during
inspection were not corrected prior to delivery. Employee safety could also be impacted if
discrepancies are not identified through inspections and documented prior to the asset being placed
in-service.

In addition, without documented reasons for the delays to the make-ready activities, Fleet Operations
Division’s (FOD) ability to efficiently complete inspections and make-ready activities could be
impacted when the 691 assets purchased in FY 2020 and FY 2021 are delivered.

Criteria

The Fleet Operations Manual states that FOD personnel are responsible for inspecting a unit to
ensure it meets all requirements of the purchase specification on the purchase order (PO). The
original documents, used to accept a new asset, are to be retained in a file with the receiving FOD
shop. All other records (i.e., repair invoices, inspection, and warranty documents) for the asset are to
be recorded or scanned and attached in the asset record of the agency Fleet Management System.

The Asset Acceptance Make-Ready SOP requires inspection documentation to be scanned and
stored into the Fleet Management System. The SOP also requires all work related to the equipment
make-ready activities be identified and completed prior to delivery to the end user and must be
documented in the Fleet Management System on the make-ready work order. The SOP further
describes the Quality Assurance Coordinator (QAC) is responsible for providing the final inspection for
all new equipment prior to in-service to ensure it is safe to operate.

Additionally, the TXDOT Handbook of Safe Practices includes some equipment specific safety
requirements and operator safety behavior.

Cause

FOD has not developed a documentation standard and retention process for the pre-delivery
inspections. Pre-delivery inspections are documented via email correspondence between FOD,
vendors, and districts to facilitate corrective actions for deficiencies noted.

Pre-acceptance inspections were not always retained, varied between the following forms, and did
not support all items from the PO were verified.

= pre-acceptance checklist for vehicle asset types

= manual receiving report for heavy equipment asset types.

FOD guidance conflicts between the FOD Manual and the Make- Ready SOP regarding the retention
of inspection documentation. This conflict allows for equipment to be received without all inspection
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documentation being retained. Documentation was not retained in the Fleet Management System in
8 of 10 districts tested.

District equipment shops were not consistently documenting in the make-ready work order(s) the
causes for delays. Interviews with the district equipment supervisors identified delays were caused
by obtaining Global Positioning Systems (GPS) and vehicle registration/title, scheduling transport to
district sections, prioritization of the equipment shop workload, and Covid reduction in shop
personnel. Furthermore, during the audit time period, two of 10 districts sampled had QAC
vacancies.

Evidence

Inspections Documentation

Reviewed asset acceptance documentation to determine if inspections were performed prior to
placing the asset in-service for 80 judgmentally selected assets based on number of days between
acceptance and assets being placed in-service in 10 districts accepted between September 1, 2020,
to March 7, 2022.

QAC Inspections
= 27 of 80 (34%) assets did not have documentation to verify the QAC inspection was
performed to support elements (i.e., safety and operational requirements) were verified
prior to placing the asset in-service.
- 21 of 27 assets had QAC inspections performed after the asset was placed in-
service.
e 16 assets QAC inspections were performed within 6 months of the in-service
date.
e 4 assets had QAC inspections completed between 6 and 12 months after the in-
service date.

Pre-Delivery Inspections
Of the 80 assets tested, 42 assets had pre-delivery inspections (excludes heavy equipment)
performed at the vendor. Pre-delivery inspection documentation was reviewed to determine if
results were communicated to the vendor and district to ensure corrective actions were taken.
= 10 of 42 (24%) assets had no inspection documentation that could be provided.
- For twenty-three assets with documentation provided, it was unclear if results were
provided to the vendor for corrective action.

Pre-Acceptance Inspections
= 18 of 80 (23%) assets did not have acceptance inspection documentation that supported
all specifications of the asset on the POs were received.
- 13 assets had inspection documentation that did not support all options listed on
the PO.
- Five assets had no inspection documentation that could be provided.

Make-Ready Work Order Documentation

Make-ready work order documentation was reviewed for 70 assets in 10 districts accepted between

September 1, 2020, to March 7, 2022, that exceeded the established make-ready activity target

number of days to determine if reasons for delays in the make-ready activities were documented.

= 20 of 70 (29%) assets exceeding target completion days did not have reason(s) documented in
the Fleet Management System for the delays.
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Management Action Plans (MAPs):

MAP 1.1 | Completion Date: December 15, 2022 | Division: | Yes | District: | No
The Fleet Operations Division (FOD) Asset Acceptance and Make-Ready Standard Operating Procedure (SOP)
will be updated to include additional directions for the documentation process and data repository. SOP will
be updated to include:

Pre-Delivery Inspections

= |nthe inspection results email subject line will include the following: Pre-delivery inspection, last six
characters of the Vehicle Identification Number (VIN), and the vendor name. FOD Asset Project Manager
will notify FOD Operations upon completion of the inspection results.

= Data repository for Pre-Delivery inspections will be an established email Pre-Delivery Inspection mailbox
managed by the FOD Fleet Asset Project Manager.

Pre-Acceptance Inspections

=  Subject line of acceptance email will identify the purchase order number of the asset for quick retrieval.

= |nspector will certify in writing that all PO options have been verified.

=  Equipment purchased from the Federal Surplus system is purchased on an as-is basis and will be
exempted from this inspection process.

Work Order Documentation

= FOD Operations will further clarify in the FOD Asset Acceptance and Make-Ready Standard Operating
Procedure (SOP) that additional notes are needed regarding the nature of any make-ready activity delay
that exceeds its target completion timeframe.

MAP Owners: Jacob Singleton, Fleet Operations Section Director, FOD
) Mark McWhorter, Fleet Asset Project Manager, FOD
MAP 1.2 | Completion Date: December 15, 2022 | Division: | Yes | District:| No

FOD will provide additional training to all the equipment supervisors, shop coordinators, and fleet office

coordinators regarding the SOP revisions (MAP 1.1) including:

= Requirement to certify in writing all PO options have been verified during the acceptance inspection
process.

= Adding notes regarding the nature of any make-ready activity delay that exceeds the assets target
completion timeframe.

MAP Owners: Jacob Singleton, Fleet Operations Section Director, FOD
) Mark McWhorter, Fleet Asset Project Manager, FOD
MAP 1.3 | Completion Date: December 15, 2022 | Division: | Yes | District: | No

=  Fleet Operations Division (FOD) will provide training to Quality Assurance Coordinators (QAC) and
equipment shops to reinforce criteria outlined in its Asset Acceptance and Make-Ready Standard
Operating Procedure (SOP).
= The FOD Asset Acceptance and Make-Ready SOP will be updated to include process when the QAC is not
available, to authorize equipment supervisors to complete the QAC inspection with fleet manger
approval.
- This approval will be required to be in writing and copies of the approval shall be included in the
notes of the make-ready work order.
. Jose Clayton, Fleet Operations Support Manager, FOD
MAP Owners: Jacob Singleton, Fleet Operations Section Director, FOD
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Finding No. 2: Make-Ready Process Delays and Metric Inaccuracies

Condition

The Fleet Operations Division has experienced delays for placing completed assets in-service as a
result of not tracking all metrics within the Make-Ready & Acquisitions dashboard. Additionally, the
Make-Ready & Acquisitions dashboard contained inaccurate data (i.e., negative days for the make-
ready process).

Effect/Potential Impact

Without tracking all established metrics or having data inaccuracies in the Make-Ready &
Acquisitions dashboard and Fleet Management System impacts business decisions relating to:
= Vendor performance and selection,

= District equipment shop performance, and

=  Make-ready activity performance targets.

Follow-up with the Fleet Operations Division (FOD) indicates no identified impacts to date.

Criteria

The Performance Management Review and Reporting Administrative Memo written by a former
TxDOT Executive director on March 15, 2019, indicated the need for the establishment of
performance measure targets. Reporting measurement of targeted performance can impact
decisions such as resource allocation.

The TxDOT Tableau Governance guidance states the governance review and testing role ensures
data in dashboards is represented accurately.

Cause

FOD had not tracked equipment shops performance against the established target goal for the

number of days to accept an asset after delivery, increasing the days for the equipment to be placed

in-service. Data inaccuracies identified during the audit were attributed to:

= FOD not having a process to periodically review the Make-Ready & Acquisitions dashboard data
that may indicate inaccuracies.

= Current acceptance processes for equipment such as dump trucks creates multiple dates for
asset acceptance in the Fleet Purchasing System and can misrepresent the number of days the
asset takes to complete make-ready activities.

Evidence

Evaluation of the Make-Ready & Acquisitions dashboard metrics was performed to evaluate the
goals measured and accuracy of the data for the reported period of September 1, 2017 to April 11,
2022.

Make-Ready and Acceptance Metrics

A review of the Make-Ready & Acquisitions dashboard metrics for 2,261 completed assets (i.e., put
in-service) and 37 assets in make-ready work order status was performed to evaluate the
established metrics and accuracy of the data.

Completed Asset Validations
Metric: Number of Days to Accept an Asset
FOD has established a 5-day notification of acceptance of any asset from the vendor.
Validation of this goal identified:
= 629 of 2,261 (28%) completed assets did not meet the 5-day metric for acceptance of the
asset (days ranged from 6 to 372 days).
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- 441 completed assets did not meet the combined established target completions of
acceptance and make-ready activities to place the asset in-service.

- 147 completed assets met the combined established target completions of
acceptance and make-ready activities to place the asset in-service.

- The remaining 41 completed assets did not have an established make-ready activities
target and could not be evaluated for in-service delays.

Metric: Completed Assets
= 70 o0f 2,261 (3%) completed assets had negative make-ready activity days (in-service dates
preceded the asset acceptance date) when the data was evaluated for accuracy.

Assets in Make-Ready Status Validation
Metric: Units in Make-Ready
= 10 of 37 (27%) assets in make-ready work order status had data inaccuracies when
reviewed to determine reasons for the extended time in that status.

Acceptance Date Validation

= 17 of 75 (23%) completed assets accepted between September 1, 2020 and March 7, 2022
had an acceptance date in the Fleet Purchasing System that did not match supporting
documentation when compared.

Management Action Plans (MAPs):

MAP 2.1 | Completion Date: December 15, 2022 | Division: |Yes | District: | No
=  Fleet Operations Division (FOD) will implement a new acceptance process that better distributes asset
acceptance tasks and reduces a potential bottleneck.
- Fleet office coordinators will accept equipment in the Fleet Planning System moving forward.
- The Fleet Operations Manual and FOD Asset Acceptance and Make-Ready Standard Operating
Procedure (SOP) will be updated accordingly.
= After implementing this new process, FOD does not believe there is a need to further establish metrics
for the acceptance timeframe.
MAP Owner: | Jacob Singleton, Fleet Operations Section Director, FOD

MAP 2.2 | Completion Date: December 15, 2022 | Division: | Yes | District:| No
=  FOD will establish primary and backup roles for setting up specifications in the Fleet Management
System to reduce delays in this process that was previously performed by one individual.
MAP Owner: | Jose Clayton, Fleet Operations Support Manager, FOD

MAP 2.3 | Completion Date: December 15, 2022 | Division: | Yes | District: | No
Fleet Operations Division (FOD) recognizes and attributes some of the delays to equipment that requires a
two-step acceptance process. To help equipment data be more accurate, FOD will:
= |dentify and implement a better method for calculating make-ready activities time for equipment
impacted by this two-step process and implement changes as identified.

= Re-train equipment supervisors regarding data input accuracy. Additionally, FOD has set up periodic
testing for interface accuracy as noted in MAP 2.4. This issue is partially due to data entry errors in date
of acceptance and/or in-service dates. Negative make-ready activity days result if the in-service date is
before the acceptance date.

" Include the Make-Ready & Acquisitions Dashboard in its monthly dashboard reviews to identify
discrepancies once these corrections have been implemented.

MAP Owner: | Jacob Singleton, Fleet Operations Section Director, FOD
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| Summary Results Based on Enterprise Risk Management Framework |

The Internal Audit Division uses the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) Internal Control - Integrated Framework version 2013.

A defined set of control objectives was utilized to focus on reporting, operational, and compliance
goals for the identified scope areas. Our audit opinion is an assessment of the health of the overall
control environment based on (1) the effectiveness of the enterprise risk management activities
throughout the audit period and (2) the degree to which the defined control objectives were being
met. Our audit opinion is not a guarantee against reporting misstatement and reliability, operational
sub-optimization, or non-compliance, particularly in areas not included in the scope of this audit.

Audit Results Dashboard
Equipment/Asset Make-Ready

Scope Areas Evaluated

Business Objectives (Reporting, Operational, Compliance) 0.C
ERM Component Control Activities Fleet Equipment/Asset Acceptance Fleet Equipment/Asset Make-Ready

Organizational Tone
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Control

Resource Capaci
Environment Fcly

Forecasting/Budget

Training and Development

Risk ldentification/Planning

Risk Assessment/Impact Analysis
Risk Response/Cost-Benefit Analysis

Risk Assessment

Business Continuity

Policies/Procedure Development & Maintenance

Review/Approvals

Supporting Evidence/Records Retention 1
Control Activities

Segregation of Duties

Safeguarding Assets

General IT Controis

Data/Information Classification

Data/Information Input

Infi tion &
TR Data/Information Processing

Communication
Data/Information Qutput
Internal and External Reporting
Evaluations/Inspections i
Quality Control/Quality Assurance Reviews
Manitoring
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ent Ass nents
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| Closing Comments |

This report is prepared for the Texas Transportation Commission and for the Administration and
Management of TxDOT. The report presents the results of the Equipment/Asset Make-Ready audit
which was conducted as part of the Fiscal Year (FY) 2022 Audit Plan.

We conducted this performance audit in accordance with Generally Accepted Government Auditing
Standards and in conformance with the International Standards for the Professional Practice of
Internal Auditing. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our
audit objectives. Recommendations to mitigate risks identified were provided to management during
the engagement to assist in the formulation of the management action plans included in this report.

The results of this audit were discussed with the Fleet Operations Division Director on September 23,

2022. The Internal Audit Division appreciates the cooperation and assistance received from the
personnel contacted during this audit.
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